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holds the investment and until the doc-
umentation has been audited in accord-
ance with §715.4 of this chapter and ex-
amined by NCUA. The documentation
should include, where applicable, bids
and prices at purchase and sale and for
periodic updates, relevant disclosure
documents or a description of the secu-
rity from an industry-recognized infor-
mation provider, financial data, and
tests and reports required by the Fed-
eral credit union’s investment policy
and this part.

(c) A Federal credit union must
maintain documentation its board of
directors used to approve a broker-
dealer or a safekeeper for as long as the
broker-dealer or safekeeper is approved
and until the documentation has been
audited in accordance with §715.4 of
this chapter and examined by NCUA.

(d) A Federal credit union must ob-
tain an individual confirmation state-
ment from each broker-dealer for each
investment purchased or sold.

[68 FR 32960, June 3, 2003, as amended at 69
FR 27828, May 17, 2004; 72 FR 30246, May 31,
2007]

§703.5 Discretionary control over in-
vestments and investment advisers.

(a) Except as provided in paragraph
(b) of this section, a Federal credit
union must retain discretionary con-
trol over its purchase and sale of in-
vestments. A Federal credit union has
not delegated discretionary control to
an investment adviser when the Fed-
eral credit union reviews all rec-
ommendations from investment advis-
ers and is required to authorize a rec-
ommended purchase or sale transaction
before its execution.

(b)(1) A Federal credit union may del-
egate discretionary control over the
purchase and sale of investments to a
person other than a Federal credit
union official or employee:

(i) Provided the person is an invest-
ment adviser registered with the Secu-
rities and Exchange Commission under
the Investment Advisers Act of 1940 (15
U.S.C. 80b); and

(ii) In an amount up to 100 percent of
its net worth in the aggregate at the
time of delegation.

(2) At least annually, the Federal
credit union must adjust the amount of
funds held under discretionary control
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to comply with the 100 percent of net
worth cap. The Federal credit union’s
board of directors must receive notice
as soon as possible, but no later than
the next regularly scheduled board
meeting, of the amount exceeding the
net worth cap and notify in writing the
appropriate regional director within 5
days after the board meeting. The cred-
it union must develop a plan to comply
with the cap within a reasonable period
of time.

(3) Before transacting business with
an investment adviser, a Federal credit
union must analyze his or her back-
ground and information available from
State or Federal securities regulators,
including any enforcement actions
against the adviser, associated per-
sonnel, and the firm for which the ad-
viser works.

(c) A Federal credit union may not
compensate an investment adviser with
discretionary control over the purchase
and sale of investments on a per trans-
action basis or based on capital gains,
capital appreciation, net income, per-
formance relative to an index, or any
other incentive basis.

(d) A Federal credit union must ob-
tain a report from its investment ad-
viser at least monthly that details the
investments under the adviser’s con-
trol and their performance.

§703.6 Credit analysis.

A Federal credit union must conduct
and document a credit analysis on an
investment and the issuing entity be-
fore purchasing it, except for invest-
ments issued or fully guaranteed as to
principal and interest by the U.S. gov-
ernment or its agencies, enterprises, or
corporations or fully insured (including
accumulated interest) by the National
Credit Union Administration or the
Federal Deposit Insurance Corporation.
A Federal credit union must update
this analysis at least annually for as
long as it holds the investment.

§703.7 Notice of non-compliant invest-
ments.

A Federal credit union’s board of di-
rectors must receive notice as soon as
possible, but no later than the next
regularly scheduled board meeting, of
any investment that either is outside
of board policy after purchase or has
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failed a requirement of this part. The
board of directors must document its
action regarding the investment in the
minutes of the board meeting, includ-
ing a detailed explanation of any deci-
sion not to sell it. The Federal credit
union must notify in writing the appro-
priate regional director of an invest-
ment that has failed a requirement of
this part within 5 days after the board
meeting.

§703.8 Broker-dealers.

(a) A Federal credit union may pur-
chase and sell investments through a
broker-dealer as long as the broker-
dealer is registered as a broker-dealer
with the Securities and Exchange Com-
mission under the Securities Exchange
Act of 1934 (15 U.S.C. 78a et seq.) or is a
depository institution whose broker-
dealer activities are regulated by a
Federal or State regulatory agency.

(b) Before purchasing an investment
through a broker-dealer, a Federal
credit union must analyze and annu-
ally update the following:

(1) The background of any sales rep-
resentative with whom the Federal
credit union is doing business;

(2) Information available from State
or Federal securities regulators and se-
curities industry self-regulatory orga-
nizations, such as the National Asso-
ciation of Securities Dealers and the
North American Securities Adminis-
trators Association, about any enforce-
ment actions against the broker-deal-
er, its affiliates, or associated per-
sonnel; and

(3) If the broker-dealer is acting as
the Federal credit union’s
counterparty, the ability of the broker-
dealer and its subsidiaries or affiliates
to fulfill commitments, as evidenced
by capital strength, liquidity, and op-
erating results. The Federal -credit
union should consider current financial
data, annual reports, reports of nation-
ally-recognized statistical rating orga-
nizations, relevant disclosure docu-
ments, and other sources of financial
information.

(c) The requirements of paragraph (a)
of this section do not apply when the
Federal credit union purchases a cer-
tificate of deposit or share certificate
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directly from a bank, credit union, or
other depository institution.

[68 FR 32960, June 3, 2003, as amended at 69
FR 39831, July 1, 2004]

EFFECTIVE DATE NOTE: At 77 FR 74109, Dec.
13, 2012, §703.8 was amended by revising para-
graph (b)(3), effective June 11, 2013. For the
convenience of the user, the revised text is
set forth as follows:

§703.8 Broker-dealers.

* * * * *

(b) * * *
(3) If the broker-dealer is acting as the
Federal credit union’s counterparty, the
ability of the broker-dealer and its subsidi-
aries or affiliates to fulfill commitments, as
evidenced by capital strength, liquidity, and
operating results. The Federal credit union
should consider current financial data, an-
nual reports, external assessments of credit-
worthiness, relevant disclosure documents,
and other sources of financial information.

* * * * *

§703.9 Safekeeping of investments.

(a) A Federal credit union’s pur-
chased investments and repurchase col-
lateral must be in the Federal credit
union’s possession, recorded as owned
by the Federal credit union through
the Federal Reserve Book-Entry Sys-
tem, or held by a board-approved
safekeeper under a written custodial
agreement that requires the safekeeper
to exercise, at least, ordinary care.

(b) Any safekeeper used by a Federal
credit union must be regulated and su-
pervised by either the Securities and
Exchange Commission, a Federal or
State depository institution regulatory
agency, or a State trust company regu-
latory agency.

(c) A Federal credit union must ob-
tain and reconcile monthly a state-
ment of purchased investments and re-

purchase collateral held in safe-
keeping.
(d) Annually, the Federal credit

union must analyze the ability of the
safekeeper to fulfill its custodial re-
sponsibilities, as evidenced by capital
strength, liquidity, and operating re-
sults. The Federal credit union should
consider current financial data, annual
reports, reports of nationally-recog-
nized statistical rating organizations,
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